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. SETTLEMENT AGREEMENT
iNe parties to this action hereby enter inte thia sSettlement
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agreem-_-p_t nemers Ad e 2 . - - .
EaEraMAMy L0 TDe TlnAl Judgment of the Coure undar «he

following terms and conditions.

Background
1. This action was filad :in federal court on December 14,
1984. by plainesf£s cavid Kauiey, Mary Lxmpy and Thelma Haag, wno
are enrol}ad members of tha Chevenne-Arscans Tribes of Cklanoma
On August 10, 1987, the suit was wercified as a class lct:ﬂan;r

the class af all Indian allottees who own interests in o11 and

gas leases on allotted lands within the Anadarko Area. “The
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IoUgnt a declaration that the defendant Departmanc of

the INteri1or's (Ffhe "Mameeee oo
TTTTT ¥Epesciaant ) managemant and administrac:an

of the plaintiffs’' oil and gas rasources Aid not gsomply with cte

Tequirements of the Federal 0il and Gaz Royalty Management ac: -«

1982 ("FOGRMA" or the "Act") 30 U.S.C. 1701 &t seq,

specifically, plaineifss alleged :that the Department faji.ed ---
4. Make timely deposits of royalty payments to

individual Indian Money ("IIM") accounts under 92

L
a
L 4]
ol
1]
.-
al
L

iy

B, PaY 1Artaresar tn mlasmee e Fom ok 1 ono
- P e b ke AR b b B de i Lill LOALW




Y mwa Tiv. No., B4-3306T

SETTLEMENT AGREEMENT

Th& paTties to this action hereby enter inte this Settlament
agreement providing far the final judgmant of the Court under -he

following terms and conditians,

Bagkasound

. This avcion was filied :n federal court on December 14,
1984, by plaintiffs Davad Kanlay, Mars Li:;; and Thelda Haag, who
are enrclled members of the Cheyenne-Arapahe Tribes of Oklahoma.
On August 10, 1987, the suit was cercified as a claas actien for
the class of all Indian allottees who own interests in oil and
Ja3 leases on allotted lands within the Anadarko Area. “*he
Camplaint sought 2 declazation that the defendant Departmenrc of
the Interior's (the "Depnrtmnni"} managamant and adminzzecracion
of the plaintiffs' oil and gas resgurces did not comply with =-a
Tequirements of the Federal 0il and Gas Royalty Management Acs =<
1982 ("FOGRMA" or the "Aet) 30 U.s.C¢., 1701 et seq.
specifically, plaintiffs alleged Shat the Department failed -=:

4, Hake timely deposits of sovalty payments to

plaint1ffs’ Indiv:du:l indian Honey {("IIM") accounts under :7
U.s.c. 1714;

B. Pay interest to plaintiffs for tha late depox.: =¢

- F

Toyalty payments to IIM accounts pursuant to 30 U.§.C. 172° 2
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‘€. Provide plaint:ffs with explanation of paymenet

Act together with the foynlty pAyments pursuant to
30 U.5.C. 1715 (a); '

d. Establish a comprehensive inapection, collection
and fiacal and production accounting and auditing system to

provide the capability to accurately delermine Gil an

Che

gas
rovalties, interest, fines, penalties, fees, deposits, and other
payments owed, and =3 account far such amounts in a timely manner
pursuant to 310 U.5.C. 1711; and,

e. Audit and reconcile, to the ;xtent practicable, all

current and past lease aceounts for leases of o1l and gas and

warranted.

2. Plaintiffs claimed that, because of these alleged

omissions, the Department's royalty management program failed %o

resnonsihilicias ’

jJ. The parties are not in complete agreement concerning ne
scope of the duties imposed by FOGRMA or as to the specific
method which should be used by the Department to comply with
FOGRMA. However, there has been generzl agreement that FOGRMA

Tequires Che Department’ s program [OrF management 0f indian

s wlPmaras
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ihe Department has been striving -2 develop increasinely aren

communications with the Indian allottees and intends to Contlnue
to build a working relationship that iz not dependent on the
pendency of this suit. The Department has put a great deal of
effort inte communicating with individual aligctees and with
allottes organizations and will continue to do so beafars
decisions affecting the management of tﬂq alintteel' resources
are made. Recognizing the substantisl common ground existing
between the parties' interpretat:on of FOGRMA, the parties have
negotiatad thiz agrzement. This agrecment governs the
Department's actions with regard teo all allattad Tndian mimarsl
leases other then those authorized by the Indian Mineral
Development Act of 1982. Due to the varisd and potentially
unique terms of certain of those mineral aqreencnt:. the
Jeparisient may not be aple tgo perform all automated fiscal and
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production accounting, comes

discussed in this settlement agreement. The following orovision

i

memorialize our mutual understanding of the Department's specirfi

standards and requirements for its current program implementing

the more general requirements of FOGRMA.

LI} . - - -
¢. The Departmen: deposits piymonts racsived from lesssas

calendar month following the calendar month in which the

Department receives the payment. The Department provided



wow that 94
payments received by the Department in one calendar month were
deposited to the IIM accounts by the end of Ehe following
calendar month. The Departmant believes that it can and szhould
Mmaintain an averagqge of making timely payment for 95% of all
Dayments.  If the Dapartmant failz to mast thiszs standasd,

will be takan to determine the cause of delayed payment and to
correct the problem, and these steps will be explained to

allottees at the regularly scheduled meetihq:.

5 For 19491
information concerning the timeliness of deposits to IIM accﬁunt:
and payment to the plaintiff allottees twice a year. This semi-~
annual report, when completed, will be made available to the
allottees upon request and at regularly scheduled bi-monthly
mESlingd between the allottees and the Department. In this

settlement agreament, the word "bi-monthle" signi

of once every 2 months.

Ingerssc Payments

6. The plaintiffs have reviewed the Department's system <3x

automatically billing payors for interest on late payment and are

——n i omk I A —e o I S . . . a - =
Satisiisd thatc Lne e3xtaplijgneq program nolLaxs payors ﬂCCGunEﬂ-ﬂlE

[

for payment Af intersmset on lits paymanks. Tha Daparemanrt wi!l

make annual reports summarizing the late payment interest



assessed and coliected avarlable at the Department’'s cegqular

meeCings with allottess.

7. The Depariment is also responsible for ensuring that
lnterest is earned on payments received from payors [or allottees
during the time the funds are held by the Department. The
Department has now finalized a compiiter srasra= vhig
interest earned while the funds are held to be distributed with
~Ne individual payments. The Department is now able to
distribute the intarest earned with the payments distributed to

the plaintiff allottees.

8. The Department is heolding on dgpusit approximarely
5650,000 in undistributed interest earned on payments received
for all Indian allottaes served by the Department nationwide.

The Department will detarmine what portion of this money 1s
attributable to eacn BIA Agency Office, and then, fcr'each Agency
establish the tetal rovalte imsome per Allotiee per year, -ake
the inthant income for each given vear and gkgpﬂ{}icnately
distribute the interest to the aceount Owners based uponh the
total income per individual., The Department estimates that .g
will take approximately 9 months from the date »f thiz agreement
to complete the calculations and distribute the money. The
piaintiifs agree to this method of distribution and agree chat

Sign will seccle ail iszssues concermning cthe

intarest earnsd on theaas funda=



Exnlanation of “avment Damarecw

9. The Department has substantially revised the explanaciosn
of payment report {("EOP")(copy attached as Exhibit A) &nd the
parties are in agreement that the revised EOP report meets the
#Lalutory requirements of FOGRMA. The Departflent 13 Currently
distributing the reviaed FOP raport. Tha Dapavtment has unrikad
to make the revised EOP informative and easy to read, allowing
allottees to better understand and monitor their royalty
payments. The Department intends to continua making i1mprovemeants
and refiinements to the report. Allottees will continue to ba
involved in the
issues such as providing an indication of when late payment

interest has been billad.

10. The Department has besn distributing the revised EQPs
CULLEmpOranecusly With payments from the IIM atdcounts by mailing

2 mm dr ww

the EOP and the 1TM 4 within The same twantir-
four hour period. The Department’'s current gaal it ko ensure
that the EOP and the check are mailed on the same day. This
method of distribytion is a substantial improvement over the
System previously in operation. However, the Departmeént believes
that the best distribution system 13 one which will allow the ECP

and the royaity check to be sent in the same envelope. The

Mo s -
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m immem] sl bemao o - . - R . _ -
== 3 SeLCHWIYL Jh, L TFX, -UE vUnparnEnt Will keep
the allottees informed of the pProgress towvards our shared amal o

simultaneous distributrnn.

11, Im 2dditicn o aoze routine error detection for royalty
data, the Department's automated fiscal and productian accounting
systems either currently perform, or are planned t& perform by
March 1992, subject 55 funding, the following automated
functionsx:

2. &Somparisons of sales volume data submitted by oxl
ﬂﬂd gas ﬂparatnrs on vtrodustion reparts with Fha ealas wval,
data submitted by payors on monthly royalty reports;

b. 1identification of improper recoupments, allowances,
and severance tax deductions: and

€. Creation of exception reports to identify all
indranras vharae tha sompused :iyulti taie difilers from chne Tate
established in the leasa tarms.

Implementation of automated monitoring of all production values
on the Department's fiscal and production accounting systems 1is

currently planned for March 1993, dependent on funding,

12 - & aAuL - . -
'd. Whan the adtomated programs discover a discsrepancy on
any of the reparts which indicates an imerenar sgtion

payor/reporter, an "excepticn” report iz automatically generarzed.
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The Departmant then takes a variety of actions to pursue and
reaolve exception reports. For the automated functions listed in
paragraph 11, the Depaftment is de.velnp:'.ng annual reports
containing statistics and totals by statuas of resolved and |
unresolved suszpticns whish iavolve & potential underpayment to
allottees. The Department will seek input from plaintiffs as to
any data and format change subsequent to the initial distribution
of thesze reports. The annual reports will be made available to
Plaintiffs and their counsel at the end of ;:nu tirst quarter
folloving ths end of the calendar year. Copaen of the annual
Teports will routinely be made available at the Department's

regularly scheduled bi-monthly meetings with the allotiees.

Aydit
13. The parties have extensively discussed the details of
the Denartmant's a2uwdié nemm=s - LT bbb dmlmaama samo= T d ke
- SRR R W A w i W SR g ﬂd.l.ln-lu\’ll RWilEL T WO Ld Wl

disagreement as to the details of the Dapartment’'s cum?rehen:ive
audit strategy, the plaintiffs were concerned that the audit

strategy did not cover a sufficient number of Anadarko Indian

allottee leases in a timely manner.

4. In response to this concern the Dapartment has now

"TEdi men Crmb Baosdd Tanm!! siminm . -
e EmiE Sp e naema H=1——} TAldlaily WLLELL

ad

astahligshed an
staffed, subject to funding, will have four or more auditors
located in Oklahoma City. This staff will augment the normal

auditing under the Indian lease audit strategy. The inatial



strategy of the Ind:an 2pot gudit Ssam 13 to asslect
from smaller operators and payors for individual attention. The
team will also concentrate on specific royalty iszues affecting
Oklahoma Indian leases. In general, the leases and payors who
arc icazt likely tO De audited under the comprehenszive audit
Strategy will be the targets of audits by the spot au
The MMS will provide regular summaries of audit status and
statistics (including major portion analysis) to allottees as

part of the bi-monthly meetings,

Dwrnaen]l L£oare = Tow=l ASSL o

13. In the interests of settling the remaining issues in

im ] mcsmvns Ml m P e = . . - . I - s s
TmA SEESNLL, WU vepalwmell agrees O lmplement the [Oollowing

A. By Scptember 1991, the Depnrtmentluill provide a
full-time local presence for allottees at the MMS Oklahoma Py
Qfflice through dedication of at .east two external affairs scaf®
cxperienced in royalty matters, These parsonnel will increase

1% IISQUANRSY Sf ITM5'a Anadarko Area alliotTee CONCACT IO Dl-

it

T

)
)

monthly meatings to improvs communication snd to address and

resolve allottes inquiries and problems. Lacal office staff wail
also provide on-site problem resoluytion (where possible), perform
desk reviews, and =eport audit and exception processing findings

directly to the allottees concerned.
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b. Prior to fiscal year 1992, 1mproved royalty
verification will be provided by:
1) identifying problem payors for the Anadarko

Arsa lsaszss, cleaning-up of current Tepsrting pe
discrepancies, and the misreporting that leads to the
discrepancies. "In pursuing these problems, the MMZ will be
cognizant that multiple payors may report pirtinl royalties aon

Oklahoms leasas;

______ mmmmaml i mm memadl emmarm miad &
it MAAERE AT ALWLNIY Wk

=} Manual monitorang, Sampii
reported o0il and gas valuation on Anadarkc area leases;

3} manual sampling and analyzing of actual
allowance costs related to Anadarko area leases;

4) developing and implementing a prototype
automated @il and gas valuation monitaring system for
microcomputers to he run for Ansdarks ares laasas. The
Department i3 seeking input from the plaintiffs’' representatives
as to the design of thiz system(s); and,

3) utilizing the Indian spot audit team in
Oklahoma City to increase priority for auditing Anadarko leases
DY means such as lease/issue based audits, referrals and ‘

[EE——— X [ — N

SULALTET 3LICU PayOTS.
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The MMS will consult regularly with allottees concerning the
status of the development and implementation of these system and

program elum;nts At the bi-monthly meetingsx.



the first quarter of FY 1992, the Department will proceed to the
sacond phase gf the local office by:
a. establishing a full time Oklahoma City Sub-0ffica

tor external Affairs with at least three dedicated staff. This

Site problem resolution (where poxsgible) and desk reviewa. The
local MMS personnel will also report on audit and exception
processing findings directly to allottees.

D. As part of this second phase of the program the
Dapartmant will
follouinq.actian::

1} implementing routine sampling and review of
actyal allowance costs underlying Indian allowances;

2) developing the capability to have computer
generated billings for adjustments to audited pericds;

1) pursuan

discrepanciex (see 15.5.1.}: and

4) utilizing the local Indiap spot audit team %o

lncreass Anadarko area audit coverage.

17. The Department will use the experience gained from =ne

firat pihase oi this local office program to assess The actions

| -
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be made. The discretion tn amend the second phase of the progran

on this basis is retained by the Department. However, prior >



Mmaking anv changeas tn tha lasal affisce nrogram deserihad 1o ew

Agreement the Department will consult with the allottees.

Mz E . Analysis
iB. HRecent study hasg demonshriated THRAT PArtoIming mMajor

lasness neing cnmnlate data on ass

portinn analvema for Tadian
production in a field or area has not been possible. Attemptx to
gather complete data through voluntary means from Federal, State
and private parties has resulted in deficiencies in the data,

YetC, substantial data does axist for many fieldx or areas which

am emam omomems beas s amam i d mw = e d -
ANy MR e de ] e i s WA W R S A8 o

litigation agree that a mathodology for estimating majority

prices fulfills the government's responsibility to ensure that

the plaintiffs receive full value for their mineral resources,

following major portion methodology:

a. For saach field or area by Natural Gas Policy Act.
(NGPA) category MMS will determine the :tatisticti best eztimates
of majority price using the best available dats. For each NGPA
category, and each month, this value will conatitute the minimum

royalty vaiue for gas production,

determine separate estimated maiority prices for each cateqgory,



i3
data will be aggragarsd and 2 single =stima
willl be established.
. Value will be the higher of the single estimated

majority price (to the extent it doas not exceed the maximum

lawiful price for any gax production under the HGPA)., or groas

proceeds Accruing te tha lassa

d. Where sufficient data do not exist to establish
majority prices, under either methodology established in "a" or
“b" above, value will be calculated according to the appliecable
gaa valuation rules, without rsgard to the major portion
analyses.

. Calculated minimum values will ba communicated to
payors with the directive to recalculate and submit any
additional royalt:es and late payment charges,

£. This methodology will be applied to the plaintiff
fizzz lgases, withiu the Current audit strategy, using data from
the Oklahoma Tax Cammiwminm Yalues damde-a %7 Liia melhodoliogy

will also be compared to all values reported to MMS from January,

1986 to the date of settlamant.

20. The major portion methodology will be ingorporated into

the current audit strateqy by November 15, 1991, The Deparcment

i

._d

1 provids a "walk through” of =he majer paortion procedures and
Will review sample major portion cases with the plaintiff class
Tepresentatives to provide verificarion, within ana vear of tha

date of settlement.



Misqellancouy
21, The Department will implement a "look-back" program
Lhat scans che lixt of payeag of the previpus month and notag

when 4 Zaro Annas«e in hhe coeee—— -
- 0w ——— — p——— L L L ] e Lo I L E N )

then generate a form letter warning the Indian Allottee that nea

payment is axpectad.

ZZ, The plaintiffs agree to waive the right te seek
attorney's faas, shase._ difectly or indirecily reiated to thig
lawsuit. 'Thil waiver ig not intended to apply to attnrrev's faaas
incurred prospectively in the event plaintiffs initiate legli

action to enforce the terms of this agreement .

7% M _ . . .
®- tH® Uspartment agrees to reimburse the plaintiffs yp to
550,000 in expert's faae and sssuzl sut o FoCREL Coata and

expenses lncurred in the pursuit of this action.

24. Plaintiffs' 30l Tumedy for failure of the Department
to implement any or all of the terms of the agrauﬁent 2hall be to

mOvVe LThe court to revive thae class action for declaratory and

25, This settlement agreemant shall nat ha eanstrusd as an
admisgion of liability on the part of the defendants (or any of

their agencies, agents, servants. employees or instrumentalities)
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this or any other case.

26. Nothing herein shall be construed.as obligating the

Departoent of the Interior to expend money, or as involving the

IMifFead CkHabkas in snv ~AanEvase saew AaBbhoae anldsakdan R N Y
/Ny QASTICT = otlisxr ool lgefion =1

money in excess of appropriations authorized by law.

27. All paragraphs and provisions of the agreement are

adopted by the defendants and shall be implemented by them,

Hawrawvar tha o8
by atatut; and regulacion to modify individual provisions bll;d
upon changes in applicable law, regulations, executive branch
orders or directives, or based upon fiscal or budgetary
constraints mandated by Congress, the President, or the Office of
fanagement and Budget. Any executive orders or directives
substantially medifying any previsiens herczof may be challenged
within a reasonable time by revival of this litigation.

i8. The terms of this sesttlement agreement ;ru to be
binding on the parties to this suit only -- i.e., the named

plaintiffsz, the class represented by the named plaintiffs, and
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tha Aafandanks. Said tarma xhall not include, affect., or be

applicable to any person not a party to this suit.

FOR THE PLAINTIFFS:

Suwm . alo L.,
R pwne.  § S5/

Stavan 0. Mosrm., EFsg.
NATIVE AMERICAN RIGHTS FUND

1506 Broadway

Boulder, <O Q302
(303) 4£47=8760

T I\ oY P
[ e /0
Mildred Leah Harjc Ware, Esq.

~ EFravmm L =am-
™ ¥ af ek T R 'I-,H-' H-Hi

OKLAHOMA INDIAN LEGAL, SERVICES, INC.
3033 H. Walndt, Suite 103IW

Oklahoma City, OK 73105

(405) 52B-5500

FOR THE DOEFFNDANTS:

-

/ \.LE_ LHQ- C}.\ s [13/9, .

o ey, P Y i -
- Thornton W. Field
~—Erivironmant and Natural
Regources Divisian
General Litigation Zaction
P.0O. Boaw 663
Washington, D.C. 20044

;oA e A B . e PN
A e Wile J s 1 o™ U adad D
4

FAwin 1 Winwtasd

Office of the Field Solicicor
U.5. Department of the Interior
P.O. Box M
window Rock, Arizona 86513-0714
(802) BT1-3131
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